We use a comprehensive data set of working conditions and wage compliance in Cambodia's exporting garment factories to explore (1) the impact of foreign ownership on wages and working conditions, (2) whether the relationship between wages and working conditions within these exporting factories more closely resembles efficiency wage or compensating differential theory, and (3) whether the wage-working conditions relationship differs between domestically owned and foreign-owned firms. We find that foreign ownership increases compliance on both wages and working conditions, contradicting the contention that higher wages in foreign-owned firms compensate workers for worse working conditions. In addition, we find a robust positive relationship between wages and working conditions in the sample as a whole, suggesting that efficiency wages or a similar theory more accurately explains the behavior of these exporting firms than compensating differentials.
Despite the conventional wisdom that foreign-owned factories in developing countries operate as "sweatshops," paying low wages and providing unpleasant work environments, several studies have shown that wages are higher in foreign-owned firms than in their otherwise identical domestically owned counterparts, even when controlling for a variety of factors. Aitken et al. (1996) , Girma and Görg (2007) , and Sjöholm and Lipsey (2006) are just a few examples of such studies; Brown et al. (2002) and Lipsey (2004) provide a comprehensive review of the literature on the ownership-wage relationship. Exporting firms also tend to pay higher wages than non-exporting firms, controlling for a variety of firm characteristics (Bernard and Jensen 1995 , Glick and Roubaud 2006 , Schank et al. 2007 ). The wage premium in exporting firms persists despite a variety of controls and plant-level fixed effects. Though the bulk of the premium is explained by other firm-level controls like plant size, capital intensity, hours per worker, industry, and location, the premium for exporting firms remains. Though a few other studies have failed to show evidence of this relationship, the preponderance of the evidence seems to suggest that exporting firms pay higher wages than non-exporting firms.
Efficiency wages and compensating differentials are among the dominant explanations for wage gaps that persist between firms despite controls for firm characteristics. The evidence supporting the efficiency/fair wage model is extensive, indicating that firms often pay abovemarket wages to harness productivity gains. Empirical evidence has shown that paying efficiency wages reduces shirking (Cappelli and Chauvin 1991) , increases worker effort (Goldsmith et al. 2000) , increases worker productivity (Fuess and Millea 2002) , and increases the firm's market share through those productivity gains (Konings and Walsh 1994) . Arai (1994) finds indirect evidence that firms are using higher wages to reduce shirking, showing that Swedish inter-industry wage differentials are strongly and positively related to levels of worker autonomy.
These results are encouraging, but they do not necessarily imply that exposure to foreign markets improves worker welfare overall. Working conditions are increasingly recognized as a critical dimension of the effects of globalization on workers (Elliott and Freeman 2003) . If higher wages compensate workers for poor working conditions, workers may be no better off in these firms. If, on the other hand, wages do not decline as working conditions improve, workers may be made better off by working in a foreign-owned or exporting firm.
Arguments in the popular press about sweatshops (see Harrison and Scorse 2010) , seem to be based, at least implicitly, on the compensating differential theory. In this theory, higher wages may be necessary to attract and compensate workers for poor non-wage working conditions (if conditions are truly worse in these firms than in the next best alternative for workers). Empirical tests of compensating differential theory, however, have turned up mixed results. While many have found evidence of compensating differentials for accident risk (Cousineau et al. 1992; Marin and Psacharopoulos 1982) , occupation-and industry-level workrelated mortality risk (Leigh 1991) , hard, physical, or stressful work (Duncan and Holmlund 1983; Stafford 2002 [1980] ) and inconvenient work hours (Duncan and Holmlund 1983; McNabb 1989; Altonji and Paxson 1988) , others have found little evidence of compensating differentials for these and other working conditions (Brown 1980; Dorman and Hagstrom 1998; McCrate 2005) . 1 The mixed results in the literature may be due in part to this lack of firm-level studies; nearly all of these studies use worker-level data. Nonetheless, the results suggest that workers might gain a net increase in welfare from higher wages, but the higher wages sometimes compensate them for otherwise worse working conditions. The scarcity of firm-level working conditions data has so far meant that studies of the firm's choice between employing efficiency wages or compensating differentials in worker compensation are rare. Furthermore, the minimal diversity of working conditions measures available in most datasets, even at the worker level, has precluded a close examination of the full package of wages and working conditions offered. Finally, while many have compared wages in domestically and foreign-owned firms, none have studied whether the higher wages in foreign-owned firms are connected to worse working conditions. This paper, using a comprehensive dataset of working conditions in Cambodia's exporting garment factories from the Better Factories Cambodia (BFC) program, explores this wage-working conditions relationship.
The influence of the Better Factories Cambodia program in these firms provides a unique situation with great empirical potential. While most firm-level studies must rely on various immeasurable or random exogenous shocks for their data variation, BFC provides a common and known shock across firms, applying pressure on all firms to improve working conditions and wage compliance.
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The literature consistently reveals positive wage premiums in exporting and foreignowned firms, but since the source of these wage premiums remains unclear, this paper explores (1) how wages and working conditions differ between domestically and foreign-owned firms, (2) whether the compensating differentials hypothesis explains wage changes over time and (3) whether the relationship between wages and working conditions differs between domestically and foreign-owned firms.
We find that foreign-owned firms are more compliant with domestic and international labor standards than domestically owned firms. In addition, the relationship between changes in working conditions and wage compliance is positive, relatively large, and statistically significant, suggesting that improvements in working conditions are not offset by lower wages. This positive relationship is stronger in domestically owned firms.
Data
In this section, we describe the data that we use to empirically examine the relationships between foreign ownership, wage compliance, and working conditions compliance. First, we describe the source of the dataset, its contents, and the design of the program that supplied it. Next, we describe how we combine the numerous working conditions and wage compliance measures into a few comprehensive indicator variables for empirical analysis. Finally, we provide summary statistics of the variables we use.
Data Source
The data come from the Better Factories Cambodia (BFC) program of the International Labor Organization. Designed to improve working conditions in Cambodian factories by addressing the problem of imperfect information between factories and buyers, this program aims to inform buyers about the conditions in the factories from which they purchase garments. To do so, BFC monitors working conditions in all Cambodian garment factories during unannounced visits, sending Cambodian monitors into factories to complete a survey assessing the factory's compliance on a variety of working conditions and wage requirements. To avoid monitor bias, each monitoring team contains at least two people, and the same team rarely assesses the same factory twice. After the factory's second BFC visit, BFC publishes the firm's name and progress on improving working conditions in an annual synthesis report, which they share with the factories' buyers.
As the Cambodian government has mandated that all exporting garment factories consent to this monitoring program, it eventually reached all such factories. The original wave in 2001-2002 reached 119 factories with the first survey created for BFC. For the three years following the visits to these original factories, monitors conducted visits using less formal techniques and did not carefully record results, so data are unavailable for this three-year period. The next wave of documented visits began with the launch of the improved Information Management System (IMS) survey in December 2005. Since then, monitors have visited each factory an average of once every eight months. Through July 2008, this panel dataset contains 363 factories and 1154 factory-visit observations, of which 289 factories have more than one visit and a known country of origin (for a total of 1060 observations).
Models of compensating differentials generally identify working conditions, wages, and the standard determinants of wages within firms such as size, age, and ownership as the key variables and controls required in empirical studies (Brown and Medoff 1989, 2003) . The dataset contains approximately 130 measures of working conditions, which we aggregate in different ways to represent working conditions empirically. Firm controls include firm age (in months), firm size (measured as the total number of workers) and the percentage of workers in a union, all of which should predict higher wage compliance. We also control for the variation in the BFC effect using measures of the cumulative number of BFC visits and their frequency.
The dataset, however, comes with two limitations of note. First of all, the dataset contains only measures of wage compliance, not of worker compensation itself. We therefore use an index of five measures of wage compliance to proxy for wages. In most cases, using wage compliance as a proxy for wages might not work well. For example, if minimum wages are not binding, 3 compliance with minimum wage laws would be irrelevant. There are several reasons why wage compliance might be a reasonable proxy for wage levels in Cambodia. First, the minimum wage has a relatively short history in Cambodia: minimum wages were established in the 1997 Labor Law. 4 Second, the legal minimum wage does not establish a floor for all workers. In fact, only the garment sector is covered, leaving nearly 85% of the labor force uncovered. Third, the mean level of wage compliance at the firm level is 92% (with a minimum of 0%), and it also varies widely. Comparing worker-level wage levels from household surveys shows that nearly 20% of the workers in the apparel sector earn less than the legal minimum. Since minimum wages are relatively new to Cambodia, workers' reservation wages might be reasonably believed to be less than the legal minimum, and firms are less than 100% compliant, may suggest that compliance might be a reasonable margin along which to evaluate the wageworking conditions relationship. Secondly, because the dataset is entirely comprised of exporting firms, we cannot explore both the exporting and ownership dimensions of the effect of foreign exposure on the wage-working conditions relationship, but determining the presence (or absence) of compensating differential relationships in exporting and foreign-owned firms may be helpful to understanding the impact of globalization on workers in developing countries.
Construction of Index Variables
The dataset includes approximately 130 compliance variables, all on a 0/1 compliance/ noncompliance scale. To make these useful for analysis, we group these variables into four broad working conditions categories (shown in table 1) with several subcategories within each category. We generate compliance rates for each category as the simple average of compliance across the questions in the category, normalized to a scale of 100. Wages, for example, contains five compliance questions 5 , so a Wages value of 60 means that the factory was compliant on three of the five wage payment questions during that visit. We generate all other indices in the same way, though the rest contain more questions, ranging from 13 to 43 in the disaggregated working conditions measures. The most complicated index is Working Conditions, which contains all of the other non-wage indices shown in table 1, and is the measure of working conditions used in this paper unless specified otherwise.
Summary Statistics
The working conditions covered by the survey range from occupational safety and health (OSH) to freedom of association and collective bargaining (FACB) to maternity leave and other benefits. The categories of working conditions and the summary statistics of their compliance rates, along with some basic firm characteristics and the breakdown of ownership groups, are shown in table 2. The average factory is almost five years old and employs about 1200 workers. Of the 363 factories, 278 have received at least two BFC visits and have complete data for the necessary firm controls. Visits typically fall about ten months apart, but the time between visits varies widely due to a gap in the dataset (explained below). As shown in table 3, the vast majority of the sample (95%) is foreign-owned, with about 65% owned by Taiwan, Hong Kong, and China; 22% owned by Korea, Malaysia, and Singapore; 3% owned by Western countries; and 2% owned by other Asian countries.
The mean level of working conditions compliance in the sample was about 86%, meaning that the average factory visited between 2001 and 2008 was found to be noncompliant on about 14% of measures. Rates of compliance on the smaller working conditions categories range from the relatively low 81% on OSH to the relatively high 91% for FACB.
Finally, table 4 illustrates the varying levels and changes of wage and working conditions compliance by different ownership groups and in different periods. In general, compliance is fairly high and improving for most groups, with the exception of wage compliance in Cambodian firms. Malaysian firms tended to be the most compliant on both wages and working conditions, while Cambodian firms were the least compliant on these measures. Chinese firms improved working conditions at the fastest rate, while Other Asian firms improved wages at the fastest rate. Most interestingly, foreign-owned firms exhibited greater compliance on both wages and working conditions as well as greater improvement in compliance on wages than domestically owned firms. The groups most compliant on wages are also the most compliant on working conditions, and we evaluate this formally in the next section.
Foreign Ownership's Impact on Wages and Working Conditions
We begin by exploring the impact of foreign ownership on wages and working conditions by estimating (1):
where t is measured in visits, i is the firm, Wages is an index variable as described above, Firm Size is the number of workers employed by the firm, Firm Age is measured in months, %Union is the percentage of workers in a union, and Foreign Ownership is a dummy variable equal to one if the firm is not Cambodian-owned. The results, shown in the first column of table 4a, indicate a relatively large and statistically significant (at the 10% level) effect of Foreign Ownership on wage compliance, with wage compliance about nine percentage points higher in foreign-owned firms than in domestically owned firms. These results confirm findings elsewhere in the literature of higher wages in foreign-owned firms, so long as we assume wage compliance to be an effective proxy for wages.
These results might be biased by the fact that firms have differing numbers of observations. We therefore run a regression between firms, essentially evening out the number of observations per firm. The results of this change, shown in column two of table 5, show little change in the magnitude of the foreign ownership coefficient and a small increase in its statistical significance.
The positive effect of foreign ownership on wage compliance does not, however, necessarily imply that workers in foreign-owned firms are better off than those in domestically owned firms. We therefore also examine the effect of foreign ownership on the index of working conditions, running Equation (1) with Working Conditions (the aggregated index as described above) as the dependent variable. The third column of table 5 presents the results, which show a strong and statistically significant effect of foreign ownership on working conditions compliance. While foreign ownership has a smaller effect on working conditions (about a four-percentage-point increase) than on wages, the coefficient is still fairly large and statistically significant at the 1% level. When we look at the foreign ownership on working conditions in a between-firms regression, the magnitude and significance of the coefficient both fall slightly, but the positive and statistically significant sign remains. Since foreign ownership appears to have a strong and statistically significant impact on both wages and working conditions, these results suggest that higher wages (represented by greater wage compliance) in foreign-owned firms do not serve as compensating differentials for worse working conditions.
Because the detailed nature of our dataset allows us to explore further details of the foreign ownership relationship with wage compliance and working conditions, we disaggregate the foreign ownership variable into the eight countries/groups of countries shown in table 3 and include indicator variables for each in place of the foreign ownership dummy in Eq. (1). The results, shown in column one of table 6, reveal that the bulk of the foreign ownership coefficient results from the large and statistically significant positive coefficients on Korea, Malaysia, and Singapore. Interestingly, when we run the between regression (column two of table 6), we find that Hong Kong and Taiwan also carry a large and statistically significant coefficient, though the results change very little otherwise. Clearly, the effect of foreign ownership on wage compliance is not universally identical; the source of the foreign ownership determines the magnitude and significance of its effect.
The same is true of the positive effect of foreign ownership on working conditions. The results of the random effects regression, with Working Conditions as the dependent variable, reveal positive and statistically significant effects of all countries/groups but China and Other Asia. Looking at the between effects results (column four of table 6), we see that West and Singapore lose their statistical significance, and the significant country coefficients again fall in magnitude, but the positive and statistically significant effect remains. These results confirm that the country of origin impacts the magnitude and significance of the foreign ownership effect. While the specific country of ownership matters, disaggregating the foreign ownership variable does allow us to see that the positive Foreign Ownership coefficient is no fluke; foreign ownership does appear to improve working conditions and wage compliance relative to Cambodian ownership.
Wages and Working Conditions within Firms Over Time
The positive effect of foreign ownership on wages and working conditions separately says little about how firms choose combinations of wages and working conditions, but this choice is vital to workers' welfare. Understanding the relationship between changing working conditions and wage compliance within firms, especially in response to an exogenous shock like the implementation of Better Factories Cambodia, can help reveal whether such programs have a net positive impact on workers. We therefore now consider the relationship between wages and working conditions within firms over time in the full sample of exporting garment factories.
Estimation Issues
While the small number of time periods mitigates the risk of serial correlation or nonstationarity, the wide diversity of the firms makes heteroskedasticity likely. Results of a Breusch-Pagan/Cook-Weisberg test confirm this suspicion. The empirical results that follow report heteroskedasticity-corrected standard errors to address this issue. In addition, multicollinearity could be a concern. Diagnostic analysis suggests only mild multicollinearity, 6 so we proceed acknowledging that there are some moderate correlations between explanatory variables, especially when we disaggregate working conditions. Finally, the potentially simultaneous determination of wages and working conditions means that OLS estimation could yield biased coefficients in a standard statistical analysis, since the simultaneity leads to a correlation between the Working Conditions variable and the error term. In a typical analysis aiming to assess a causal relationship between a dependent and independent variable, this simultaneity would bias the regression results. In our case, however, we aim to make no statements about the causal relationship between working conditions and wage compliance. We instead aim to analyze the firms' simultaneous decisions of wage-working conditions combinations. Whether wage compliance affects working conditions or vice versa, the sign of the coefficient tells us whether firms improve or worsen their compliance on one when they improve on the other. It is the sign of this relationship, regardless of causality, in which we are interested. Because our interpretation of the coefficients differs in this way from the typical analysis, our conclusions are not biased by the simultaneous determination of working conditions and wage compliance. On the contrary: it is the simultaneous decision that we are trying to identify.
Initial Results
The compensating differential literature guides us with two analytical techniques for evaluating the wage-working conditions relationship. The first method we explore includes dependent and independent variables in the current period, with fixed effects to absorb any firm-based variations in productivity or other omitted controls. We begin by estimating Equation (2) below, where t is measured in visits, i is the factory, Wages and Working Conditions are indices as described above, Firm Size is in hundreds of workers, Firm Age is in years, %Union is the percentage of workers in a union, Visit is the number of visits completed (including the t'th visit), and Time is the number of months since the last BFC visit to the factory (time between visits).
Column one of table 7 contains the results. While none of the controls is statistically significant, most are correctly signed, and the Working Conditions coefficient is positive, relatively large, and statistically significant at the one percent level. The results suggest that for each ten percent improvement in working conditions compliance, wage compliance increases almost eight percent. This pattern emerges despite our controls for the firm age, firm size, unionization in the firm, number of BFC visits to the factory, and amount of time since the last BFC visit. Explanatory power of the regression is low, however, with an overall R-squared of only 0.08, and the controls are all statistically insignificant when we use heteroskedasticitycorrected standard errors. Nonetheless, these results indicate that, controlling for the theoretically essential firm characteristics, working conditions and wage compliance are positively related.
These results, however, fail to capture the main advantage of the fixed effects method relative to the difference-in-difference method; using fixed effects allows us to consider a larger sample size because we can include the first visit in the time series. In this particular specification, however, the Time variable is measured as the time between visits, thereby excluding the first observation for each firm from the regression. Given the statistical insignificance of the Time control, its exclusion seems warranted to enable a broader examination of the relationship. Excluding this variable, the results of which are shown in column two of table 7, increases the sample size by over fifty percent. The results are quite similar to those of column one, with a slight increase in the magnitude of the coefficient but no change in its significance. These results indicate a strong and relatively large positive relationship between wages and working conditions in these firms, regardless of whether we use a specification that captures the full sample.
The other analytical method most frequently used to identify compensating differentials is the difference-in-difference approach. Because this method has generally been more effective in identifying compensating differential relationships, and because the two levels regressions suggest no major change in results when using the larger sample size, the rest of our analysis will employ the difference-in-difference approach. 7 This regression equation, shown below, explores the relationship between the change in wage compliance and the change in working conditions compliance. Note that the variables Firm Age and Visit remain in levels (not differences) since differencing them would yield identical time trends and including them is meant to capture differences in levels across firms.
Regression results for Equation (2a), shown in the third column of table 7, illustrate a fairly strong positive relationship between working conditions and wage compliance in these firms. The statistically significant coefficient of 0.869 indicates that, when the change in working conditions compliance improves by ten percentage points, the change in wage compliance improves by nearly nine percentage points. 8 In other words, improving working conditions translates almost one-for-one into improving wage compliance. These results contradict the contention of compensating differential theory that wages and working conditions should move opposite one another within firms. The observed positive relationship between working conditions and wage compliance implies that these firms can improve their outcomes by increasing their total compensation mix to workers. If this were not the case, the firm's rational behavior would lead to a negative relationship between wages and working conditions. It appears, therefore, that the efficiency wage model, which predicts simultaneous improvements in wages and working conditions (presumably) to inspire greater worker effort, captures the behavior of these exporting firms better than the compensating differentials model. While we cannot contrast these results with those of non-exporting firms, we can say that, within this sample of foreign-exposed firms, higher wage compliance does not signal worse working conditions or vice versa.
Robustness
To evaluate the robustness of the large and significant working conditions coefficient, we use a variety of alternative specifications and sample alterations, the results of which we will discuss in this subsection. First of all, given the subjective nature of the data collection and the discrete (0/1) nature of the compliance measures, the data could contain monitor-based variation as different monitors draw different lines between compliance and noncompliance. We therefore include a set of monitor dummy variables, equal to one if the monitor was present in the factory for that visit. The results of including this set of dummy variables are shown in column four of Table 7 . The dummy variables' coefficients (not shown) are all statistically insignificant, and the main effect of their inclusion is to increase the magnitude of the (still statistically insignificant) Visit variable. The coefficient on Working Conditions increases slightly, and remains statistically significant at the 1% level. The variation in monitors in the sample appears not to affect the strong wages-working conditions relationship.
While unionization is a theoretically essential determinant of wage compliance, the data used to generate the unionization variable are imperfect, and including this variable reduces the sample by 160 observations. We therefore test whether these data imperfections or sample limitations are somehow driving the strong relationship between wage compliance and working conditions. Column five of table 7 shows the results of Equation (2a) with unionization excluded. The Working Conditions coefficient falls slightly, to 0.802, in response to this change, but remains relatively large and statistically significant at the 1% level. Excluding each of the other firm-level controls individually (not shown) has even less of an effect on the Working Conditions coefficient and the other coefficients in the regression.
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It is also possible that wage compliance and working conditions move together simply because both have improved over time, due to increasing standards globally and especially due to the effect of BFC's presence. Though we control for the variation in the BFC effect using the number of visits and the time since the last visit, the global improvement over time may only be captured in a continuous time variable. We therefore include Time in the next specification, the results of which are shown in column six of table 7. The coefficient on the Time variable is positive but statistically insignificant, and its inclusion actually slightly increases the Working Conditions coefficient. Wage compliance and working conditions may be improving together over time, but taking out the time effect does not reduce the strength of the wage-working conditions relationship.
Given the large gap in the dataset we suspect that there may be differences between the firms present in the first wave of visits in 2001-2002 and the firms that entered the program when the new "IMS" system was launched in late 2005. Columns one and two of table 8 therefore estimate Equation (2a) separately for these two groups of firms. While the Working Conditions coefficient remains virtually unchanged, these two columns reveal some interesting differences between these two groups of firms. The effect of the amount of time between visits is zero in the original firms, but negative and statistically significant (as expected) among the IMS firms. 10 The number of visits has the expected positive effect among the original firms, but its coefficient is relatively large, negative, and statistically significant for the IMS firms.
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9 Excluding Firm Size had the largest effect among these, reducing the Working Conditions coefficient to 0.85 (still statistically significant at 1%) and having almost no effect on the other coefficients. 10 This difference is likely driven by the large gap in the dataset, which affects the time between visits one and two for the original firms but not for the IMS firms. 11 This contrast suggests a potentially nonlinear relationship between visits and wage compliance over time, since the original factories are earlier in the sample, but adding a visits-squared term (results not shown) yielded statistically insignificant coefficients on the Visit variables and had no effect on the Working Conditions coefficient. It seems that, despite the differences between these two groups of factories, the specification for the sample as a whole does not improve with changes to the way the Visit variable is specified. We also generated a dummy variable equal to one if the factory was one of the original factories, included that in the whole-sample regression, and also included that dummy interacted Surprisingly, given these other differences between the two groups, the Working Conditions coefficient is almost the same for each sample as for the sample as a whole. Combining these two groups appears not to mask any hidden negative relationship between wage compliance and working conditions. Examining the full sample could also mask differing cultures of compliance in more compliant firms, leading to differing wage-working conditions relationships. In other words, some firms, possibly those under certain ownership or with greater exposure to working conditions enforcement officials, might simply be more compliant as a whole, thereby biasing our results in favor of a stronger positive wage-working conditions relationship. We therefore split the sample, roughly in half, by each firm's average level of compliance over its lifetime in the sample. Results of Equation (2a) for the more compliant firms (greater than 85% average compliance over all of the firm's visits for all compliance points, both wages and working conditions) are shown in column three of table 8. Interestingly, the results are opposite what we expected; while a culture of compliance would lead to a larger positive relationship in more compliant firms, we observe a smaller positive relationship in higher-compliance firms. This result may be attributable to the closed nature of the compliance score (the fact that maximum compliance of 100% is attainable). Since 86% of the high-compliance firms have reached 100% wage compliance, improvements in working conditions compliance in these firms can be associated at best with no change in wage compliance, leading to a smaller (but still positive and statistically significant) relationship between wages and working conditions in these firms, with a coefficient magnitude about half as large as in the entire sample.
Isolating the lower-compliance firms, meanwhile, allows us to observe the larger positive wage-working conditions relationship in these factories. The size of the firm and the degree of unionization also become statistically significant positive predictors of greater wage compliance in these lower-compliance firms. The contrasting wage-working conditions relationships between high-and low-compliance factories is robust to the compliance percentage at which we split the sample, consistently yielding a Working Conditions coefficient of around 0.4 for high-compliance firms and 1.0 -1.4 for low-compliance firms. 
Disaggregated Working Conditions
The aggregated Working Conditions variable, generated as an index of 130 different individual measures of working conditions, conceals a lot of variation among different types of working conditions. Another interesting test of the results' robustness, therefore, is to disaggregate the Working Conditions variable into four broad categories (those shown in table 1). Replacing the aggregated Working Conditions variable in Equation (2) with these four with the Visit variable. The Working Conditions coefficient was unaffected, and the other variables' coefficients were statistically insignificant. 12 We split the sample at 83% and 87% average compliance to find these results. Splitting at higher or lower averages resulted in samples too small to effectively interpret results. disaggregated variables yields Equation (3) below, the results for which are shown in column one of table 9a.
Wages it = ß 0 + ß 1 (Firm Age it ) + ß 2 (Firm Size it ) + ß 3 (%Union it ) + ß 4 (Visit it ) + ß 5 (Time it ) + ß 6 (Paperwork it ) + ß 7 (OSH it ) + ß 8 (FACB it ) + ß 9 (Internal Relations/Benefits it ) +  it (3)
With the disaggregated working conditions variables, the control variables remain generally insignificant and of the same signs as in the previous specifications. Explanatory power remains low, with an R-squared value of 0.09. Three of the four working conditions variables are statistically significant, two of them at the 1% level. Paperwork, the index of worker information, documentation, and communication with the Cambodian Labor Ministry, carries a relatively large and statistically significant coefficient, an unsurprising result given that compliance improvements in this category are relatively low cost and therefore less likely to be traded off with wage compliance. Controlling for the level of unionization, Freedom of Association and Collective Bargaining (FACB) carries a positive coefficient that is significant only at the 10% level. In other words, even when we control for the positive effect of unionization on wages, we still observe a positive relationship between other measures of FACB and wage compliance. In addition, our index of Internal Relations and Benefits carries the largest positive coefficient, also significant at the 1% level, despite the fact that this category contains some of the measures most likely to be traded off with wages (benefits).
In contrast, the OSH (Occupational Safety and Health) coefficient is positive but insignificant, suggesting that, if firms are trading off any form of working conditions with wage compliance, this category may represent them. To evaluate this possibility, we explore OSH in greater depth. Column two of table 9a shows regression results for Equation (3), with the smaller subcategory components of OSH substituted in for the broader category variable. The results, a list of insignificant coefficients hovering around zero, fail to reveal any hidden relationships within OSH, instead confirming the lack of a significant relationship between wage compliance and OSH. There is no evidence that firms are lowering OSH standards to offset rising wages, or other improving conditions, but they do not seem to be dramatically improving either. This suggests that the cost for improving working conditions is heterogeneous.
While the disaggregation of OSH failed to turn up any hidden relationships, it might be that the disaggregation itself was the problem. Empirically, multicollinearity could be the issue, and theoretically, such relationships may only emerge with more aggregate variables because of a firm's holistic approach to choosing a package of working conditions to offer. For this reason, and to provide more a more detailed analysis of the other categories, we disaggregate FACB and Internal Relations and Benefits. When we split FACB, we find that two of the three subcategories (Unions and Strikes) carry statistically significant positive coefficients, while the third (Shop Stewards) is insignificant. These results give no indication of a multicollinearity issue caused by disaggregation.
To Furthermore, it appears that Core Standards is largely responsible for the magnitude of the Internal Relations aggregated coefficient, though Working Time appears to play an important role in its significance. The statistical significance of these results does indicate that multicollinearity plays at most a minimal role, suggesting that the insignificance of OSH in predicting wage compliance may reflect a true zero relationship between the two. In sum, we fail to find evidence supporting compensating differential theory within these foreign-exposed firms.
Foreign Ownership and the Wage-Working Conditions Relationship

Initial Results
To determine how wage compliance and working conditions are differently related in foreign-owned firms than in domestically owned ones, we add a foreign ownership dummy variable and that dummy interacted with Working Conditions (WC) to Equation (2a) to get Equation (4) below:
(WC i(t-[t-1]) )+ ß 2 (FirmSize i(t-[t-1]) )+ ß 3 (FirmAge it )+ ß 4 (%Union i(t-[t-1]) ) + ß 5 (Visit it )+ ß 6 (Time i(t-[t-1]) )+ ß 7 (Foreign-Owned it )+ ß 8 (Foreign-Owned it *WC i(t-[t-1]) )+  it (4)
With this specification, the coefficient on the Working Conditions variable represents the relationship between wage compliance and working conditions in domestically owned firms, while the interaction term's coefficient represents the marginal impact of foreign ownership on that relationship. Adding ß 1 and ß 8 , therefore, gives the total impact of working conditions on wage compliance in foreign-owned firms. Initial results for Equation (4), shown in the first column of Table 10a , look very similar to those in Table 9a . R-squared remains low at 0.10, and most controls' coefficients remain statistically insignificant and small. Interestingly, the Working Conditions variable maintains a positive and statistically significant coefficient, and its magnitude nearly triples, indicating that the positive relationship between wage compliance and working conditions is stronger in the domestically owned firms than in the sample as a whole. In these domestically owned firms, when Working Conditions improve by ten percentage points, wage compliance improves by about 24 percentage points, a very large effect.
The negative coefficient on the Foreign Ownership x Working Conditions interaction term, meanwhile, suggests that marginal impact of foreign ownership on the wage-working conditions relationship is negative. The sum of the working conditions' coefficients in foreignowned firms is positive and statistically significant at the 1% level, but the effect is much smaller (an 8-percentage-point increase in wage compliance for a 10-percentage-point improvement in working conditions) than that in domestically owned firms. Given that compliance on both wages and working conditions is higher in foreign-owned firms, the smaller positive relationship in these firms is unsurprising; beyond some high level of compliance, additional improvements in wage and/or working conditions compliance become less feasible and the marginal effort returns on these improvements may diminish.
Robustness
Columns two through six of table 10a show results for a variety of different specifications and sample changes. As before, the Working Conditions coefficient changes little with the varying specifications, and the Foreign Ownership and interaction coefficients generally remain fairly stable as well. Columns three and four of table 10a show results with unionization excluded and a time variable added, respectively. The pattern of positive wage-working conditions relationships in all firms (but a stronger effect of working conditions on wage compliance in domestically owned firms) remains through these specification changes.
The positive relationship also remains when we control for the monitors 13 that visited the factory (column two of table 10a), but the marginal negative effect of foreign ownership becomes statistically insignificant in this specification. These results correspond interestingly with the results shown in columns five and six of table 10a, in which we split the sample into the original and IMS firms. In the IMS firms, the statistical significance of the foreign ownership impact on the wage-working conditions relationship disappears, but the impact of foreign ownership is much stronger in the original firms. Because there was incomplete overlap in monitors between the two time periods, some monitors are present only for the first set of visits to the original firms, so the monitor controls in the results presented in column two of table 10a could be capturing the same effect as the contrast between columns five and six -a distinct marginal effect of foreign ownership between these two samples. These results continue to confirm the positive wage-working conditions relationship in both domestically and foreign-owned firms, but present a potential caveat to the conclusion that foreign ownership reduces the strength of the wage-working conditions relationship in these firms.
Disaggregated Working Conditions and Foreign Ownership
The results presented in Table 10a focus on working conditions and Foreign Ownership variables that are both aggregated for simplicity, but given the detailed data we have available, we can also disaggregate these variables into their components. First, we can disaggregate the Working Conditions variable into four groups of working conditions. Replacing the Working Conditions variable with these four smaller variables and interacting each of these smaller variables with Foreign Ownership yields the results shown in table 10b. The results serve to clarify somewhat the difference between the wage-working conditions relationship in domestically owned firms (the stand-alone working conditions coefficients in the first column) and the relationship in foreign-owned firms (the total effect coefficients in the third column). In domestically owned firms, Paperwork and Internal Relations and Benefits are significantly positively related to wage compliance, while we find some evidence of compensating differentials in the statistically significant negative coefficient on FACB (Freedom of Association and Collective Bargaining). In foreign-owned firms, we find no evidence of compensating differentials, but we find weak positive relationships of wage compliance with Paperwork and FACB. Consistent with the results with the aggregated Working Conditions variable, we generally find foreign ownership to weaken but not eliminate the positive effect between wage compliance and working conditions.
The differing effect of FACB in the two groups is an interesting exception to this general finding, especially because it is the only working conditions measure for which we find statistically significant evidence of a compensating differential relationship. Surprisingly, given the consistently weaker positive wage-working conditions relationship in foreign-owned firms, we find this isolated evidence of compensating differentials in domestically owned firms. In this case, foreign ownership has a large positive impact on the wage-working conditions relationship, an impact large enough to produce a total working conditions coefficient that is statistically significant and positive.
The impact of foreign ownership on wage compliance might vary by the source country in addition to varying by the category of working conditions considered. The results in table 11 explore this possibility by including a set of country of ownership dummies (using the countries and groups shown in table 3) and their interactions with Working Conditions. As before, working conditions (measured again as the aggregate Working Conditions variable) are significantly positively related to wage compliance in domestically owned firms. The interaction terms are all negative and most are statistically significant (with the exceptions of China and Other Asia), affirming the general result that foreign-owned firms exhibit a smaller positive wage-working conditions relationship than domestically owned firms. Furthermore, the disaggregated ownership variables reveal that, in some cases, the wage-working conditions relationship is statistically indistinct from zero. In no case, however, do we observe a statistically significant overall negative relationship between wage compliance and working conditions.
The variation in the interaction term coefficients illustrates that the effect of foreign ownership on the wage-working conditions relationship differs by the source country. Firms from the West, Korea, Malaysia, and Singapore all have a statistically significant (5% level) smaller positive relationship between wage compliance and working conditions, relative to Cambodian firms. In contrast to the aggregated foreign ownership results, the interaction effects yield a total wage-working conditions relationship that is not statistically significantly positive in these firms. Though the disaggregated interaction terms do not reveal any powerful hidden evidence of compensating differentials, these results suggest that firms associated with these countries exhibit no relationship at all between wage compliance and working conditions. Meanwhile, firms from China, Hong Kong, Taiwan, and the other Asian country group held a positive and statistically significant relationship between wage compliance and working conditions, consistent with the results found with the aggregated foreign ownership variable.
14 These results indicate a greater similarity in patterns of compliance between Cambodian firms and those affiliated with China (firms from China, Hong Kong, and Taiwan) than between Cambodian firms and the rest of the firms. These varying relationships are left for future research. Our fundamental point, however, remains that only for one country and one measure of working conditions measure do we see any evidence of compensating differentials. In the vast majority of scenarios, working conditions and wage compliance are positive related in all firms, but more so in domestically owned firms. International firms may have access to global human resource practices that may be less likely to be characterized as "traditional" practices.
Conclusion
We have shown, first of all, that compliance on both wages and working conditions is higher in foreign-owned firms, contradicting the compensating differentials explanation for foreign ownership wage premiums. Furthermore, in this sample of Cambodian exporting garment factories as a whole, wage compliance and working conditions are positively related, supporting an efficiency wages explanation of why some firms pay higher wages than others and indicating that workers are made better off overall by working in firms that pay them higher wages. This positive wage-working conditions relationship, while smaller in foreign-owned firms as a whole, also suggests that both domestically and foreign-owned firms in this sample have responded to a positive working conditions shock by increasing the worker compensation package overall, thereby shifting their effort curves out. This finding implies that programs like Better Factories Cambodia can push for improvements in working conditions without inducing a reduction in wage compliance, so such programs might increase overall worker welfare.
We present these results with reservation, however, due to some fundamental weaknesses in our dataset and results. First and most importantly, the sample size of domestically owned firms is quite small relative to foreign-owned firms. Due to this small sample size, our results may not be generally applicable for non-exporting Cambodian firms, let alone firms in any other country. In addition, our sample contains no firms that change ownership from domestic to foreign or vice versa during the sampling period. As a result, we must rely on a between-firms assessment of the foreign ownership effect, preventing us from taking a true ceteris paribus look at the foreign ownership effect on the wage-working conditions relationship. Finally, our empirical results are characterized by low R-squared values that indicate a failure to effectively predict wage compliance using our control variables. That said, our results are robust to a range of specification alterations aimed at correcting or at least exposing these weaknesses.
This body of research, furthermore, is by no means complete. We present only a singlesector, single-country, single-dimension case study of globalization's effect on the wage-working conditions relationship. As the ILO's Better Work program extends the Better Factories Cambodia model to other developing countries, further research can address this question on a multi-country scale across sectors and including non-exporting firms for broader applicability of results. The BFC dataset itself also contains the potential for further research to expand our understanding of the wage-working conditions relationship. First of all, the interesting findings above of differing wage-working conditions relationships between working conditions measures and source countries provides an excellent opportunity for additional understanding of this complex issue. Meanwhile, while our categorizations of working conditions make sense in the way they affect workers, they may not accurately reflect the cost analysis in the firm (for example, Occupational Safety and Health measures are grouped together but the costs of improving these measures can vary widely). Alternate categorizations of the working conditions measures might therefore give a clearer picture of the wage-working conditions relationship and how it varies among different measures. Notes: *significant at 10%; ** significant at 5%; *** significant at 1%. 1 R-squared within. Robust standard errors in parentheses for columns one and three; columns two and four use an empirical method that does not permit robust standard error calculation. Regression results: Eq. 1, wages as the dependent variable with random effects (column 1) and between effects (column 2); and working conditions as the dependent variable with random effects (column 3) and between effects (column 4). Notes: * significant at 10%; ** significant at 5%; *** significant at 1%. 1 R-squared within. Robust standard errors in parentheses for columns one and three. Regression results: Eq. 1, wages as the dependent variable with random effects (column 1) and between effects (column 2); and working conditions as the dependent variable with random effects (column 3) and between effects (column 4). Notes: * significant at 10%; ** significant at 5%; *** significant at 1%. Robust standard errors in parentheses. Regression results for Eq. 4 (column 1), Eq. 4 with monitor controls (2), Eq. 4 with unionization excluded (3), Eq. 4 with a continuous time variable (4), Eq. 4 for original firms only (5), and Eq. 4 excluding the original firms (6). Reported R 2 values are R 2 within. 
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